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GRENADA - KEY ECONOMIC DICATORS 
(Values in millions of U.S. dollars unless otherwise specified) 


1985 1986 1988 
Projection 


Domestic Economy 

Population (Thousands) 94.1 
Population growth (%) 0.8 
GDP in current U.S. dollars 129.7 
Per capita GDP, U.S. dollars 1378.4 
GDP in Eastern Caribbean 

dollars (at 1984 prices) 275. 
% change Si; 
Consumer Price Index % change 5. 


Production and Employment 
Labor force (1,000s) 32.8 
Unemployment (avg. % for year) 18-22 
Central government operations 
deficit (incl. debt payments as 
% of GDP) -10.0 


Balance of Payments 
Exports (f.0.b.) 31.8 
Imports (c.i.f.) 92.6 
Trade Balance -60.8 
Current-account balance -19..2 
Foreign direct investment (new) 12.0 
Foreign debt, (year end) 7k.3 
Debt-service paid 8.4 
Debt-service ratio as % of exports 26.4 
Average exchange rate (ECS$ per US$) 2.7 


U.S. - Grenada Trade 
U.S. exports to Grenada (c.i.f.) 
U.S. imports to Grenada (f.o.b.) 
Trade Balance 
U.S. share of exports (%) 
U.S. share of Grenada imports (%) 
U.S. bilateral aid (fiscal year)a/ 


a/ USAID data include regional funding directly benfitting Grenada. 
n.a.-Not available 


Source: Ministry of Finance, Government of Grenada. 
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ERRATA 


The covers of the FET reports for Grenada and the 
Dominican Republic were inadvertently switched 
during production. Please correct your copies 


as follows: 


FET 88-108 
For Read 
Dominican Republic Grenada 
87-55 87-89 
Santo Domingo St. George's 
FET 88-109 
For Read 
Grenada Dominican Republic 


87-89 88-55 
St. George's Santo Domingo 





SUMMARY 


The Grenadian economy again outpaced its previous year's impressive 
performance in 1987, achieving a healthy real growth rate of 6 
percent. Recently released figures for the first half of 1988 
indicate that the strong performance will continue this year, but at 
a slightly diminished rate. Much of the economy's success over the 
past several years can be attributed to tax reform, and to the 
return of the Grenadian capital from abroad following the 
restoration of a democratic government in 1984. Record high prices 
for Grenada's chief export crop, nutmeg, have also helped a great 
deal, as did the continued effects of the substantial U.S. bilateral 
assistance which immediately followed the 1983 military 
intervention. Nonagricultural areas in the private sector which 
have shown continued strength of late are construction, tourism, 
transportation, and communications. The expansion of electricity 
throughout the country has also contributed to GDP growth. 


Several years of near-negligible inflation have strengthened 
confidence in the economy, although a major tax change early in 1988 
pushed up inflation within several months to beyond recent annual 
levels. Prospects for continued growth nevertheless look good. The 
government appears to be on the way to improving its fiscal 
performance, the one continuing weak spot in the otherwise bright 
economic picture. The trend toward diminishing productivity in the 
agricultural sector has been largely reversed. The outlook for 
tourism is good, and the attractiveness of Grenada as a place to 


invest can be attested to by several recently arrived large U.S. 
companies which have set up small operations, as by numerous small 
new investors, local and foreign. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


General Trends 


The Grenadian economy grew for the fifth straight year in 1987, 
achieving a real GDP increase of 6 percent. GDP in 1987 was 
measured at $118.7 million (excluding net indirect taxes). Growth 
in the construction industry, the most dynamic sector of the 
economy, was expected to slow some in 1987, but activity in both 
construction and the economy as a whole surpassed expectations. 
Agriculture, Grenada's most important economic sector, also 
contributed its share to the country's economic prosperity in 1987 
with above-average growth in both production and exports. While the 
rate of growth in these sectors will probably not be quite as high 
in 1988, the overall economy should continue to expand for the rest 
of the year at a healthy clip. 


At 1.9 percent, inflation was still low in 1987, although slightly 
on the rise. As a result of revised consumption tax measures 

introduced early in 1988, inflation reached about 4 percent in the 
first half of the year and is expected to reach at least 5 percent 
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for the year as a whole. The new taxes amounted to a simplification 
of a value added tax system which was introduced as part of a major 
reform a few years ago, but which failed to live up to its revenue 
expectations. The major thrust of the reform, which was to reduce 
the investment disincentive element in taxation by among other 
things eliminating income tax, pretty much survived the 1988 tax 
changes. Although the improved collection resulting from the latest 
tax changes has had some inflationary impact, a welcome 
corresponding improvement in government finances should also follow. 


The government's espousal of private enterprise, combined with 
several years of low inflation and an unusually large disbursal of 
U.S. assistance for agriculture and infrastructure following the 
1983 military intervention, contributed significantly to the 
country's roads, water, electricity, airport and factory shell 
capacity. Assistance in many of these areas continues, but at a 
more modest level consistent with aid to other countries in the 
area. 


One of the more intractable problems facing the government over the 
past few years has been its growing budget deficit and the resulting 
strain on local lending resources. Fulfillment of its stated policy 
commitment to reduce public expenditure, particularly on personnel, 
has proven to be more difficult than expected. Some redundancy 
layoffs were carried out in 1987, and the government claims that new 
steps to bring revenue and expenditures into line will be 
forthcoming in late 1988. 


The country's current account balance shows signs of improving in 
1988, following a record high deficit for recent years in 1987. The 
deficit has been fueled by domestic economic expansion in which the 
demand for consumer and investment goods has far outstripped 
receipts from exports and invisibles (tourist spending, etc.). 

While the merchandise deficit is expected to increase further in 
1988, growing receipts from invisibles are expected to modify the 
current deficit. Part of the Government of Grenada's projection 
about a declining current deficit rests, however, on a substantial 
increase in “official transfers," the origin of which is not clear. 
Due to large foreign exchange infusions on the capital account, the 
overall trade balance is expected to remain close to equilibriun. 
Grenada's currency, the Eastern Caribbean dollar, is tied to the 
U.S. dollar and cannot be altered without unanimous agreement of all 
participating countries in the Eastern Caribbean Central Bank. 


The composition of imports in 1986 (the last year for which a 
breakdown is available) was estimated as follows: food, 22 percent; 
machinery, 24 percent; manufactured goods, 19 percent; petroleum, 
8.4 percent; and other, 26.6 percent, 


Agriculture 


Agriculture strengthened its position as the single most important 
sector of Grenada's economy in 1987. It contributed 21.7 percent to 
GDP (up from 18 percent in 1986), provided 90 percent of domestic 
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exports, and employed a third of the work force. Grenada's major 
export crops are nutmeg, mace, cocoa, and bananas. Tropical fruits, 
vegetables, and a number of minor spices account for a much smaller 
portion of the country's exports, and mostly involve regional 
destinations. 


Overall production of the major export commodities had been 
declining steadily from approximately 29 million pounds in 1984 to 
27 million pounds in 1986, but 1987 saw a return to 1984 production 
levels, and the trends is expected to continue, with well over 30 
million pounds of production expected in 1988. On the down side, 
international commodity prices for nutmeg and mace leveled off in 
1988 after substantial increases the previous year, -while the world 
market price of cocoa dropped significantly in 1988. Production of 
other crops, which amounts to about a third of the $25 million value 
of the major export crops, has continued to decline, due in some 
part to a declining interest in agriculture among rural workers. An 
effort to reverse this trend is being made through the Model Farms 
Program, which was implemented in 1986. The program, aimed at 
providing farmers with greater incentives, involves the divestiture 
of state farms as well as assistance in planning and marketing. The 
recent U.S. Department of Agriculture designation of Grenada as 
fruit fly free could give the country a strong competitive advantage 
over other exporters of tropical fruits such as mangoes, which until 
now have been produced almost exclusively for domestic or regional 
consumption. 


Nutmeg and Mace: Grenada continues to reap the benefits of a late 
1986 cartel arrangement with Indonesia involving pricing and 
marketing of nutmeg and its scarlet colored aril, mace. The 
arrangement, along with increased world demand, led to a near 
doubling of prices in 1987. Total revenue for the 1988 nutmeg 
fiscal year, which ended in June 1988, was estimated at $14.9 
million, up about 5 percent over the previous year's record high. 
Production was relatively unchanged during the past fiscal year, but 
the 1989 crop is expected to suffer somewhat from the severe drought 
in early 1988. Mace, whose value also has increased impressively 
since 1986, brings in a little less than a fifth of the revenue that 
nutmeg does. Together the two commodities account for more than 
two-thirds of the value of the country's major crop exports. 


Bananas: The production and cultivation of bananas, Grenada's 
second most important export commodity, is into its second year of 
recovery in 1988 after an 8-year decline. Better prices, government 
supported extension work and the introduction of field packaging 
methods have induced more planting and better quality. Exports are 
expected to increase by 24 percent over the 8,000 long-ton total for 
1987, which itself was a modest increase over 1986. The commodity 
faces an uncertain future, however, due to the expected erosion of 
the Windward Islands' privileged position in the U.K. market when 
the European Community breaks down its internal trade barriers in 
1992. 


Cocoa: With 15.7 percent of major export crop revenue in 1987, cocoa 
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was only slightly less significant than bananas as a foreign 
exchange producer. Production is expected to increase by 8 percent 
to about 4 million pounds in 1988, but revenues will probably 
decline due to a drop in world market prices. Under the Cocoa 
Rehabilitation Project, hundreds of thousands of new trees have been 
planted since 1982, which together with improved cultivation methods 
have helped reverse a long-term trend toward diminishing 
productivity. Because its cocoa is a premium grade and has its own 
market niche, Grenada has been less affected by the vagueries of 
world demand than many other cocoa producers. 


Manufacturing 


Manufacturing increased its share of Grenada's GDP from 4 to 5 
percent in 1987. The 16.5 percent growth registered for that year 
was expected to be surpassed in 1988, but growth for the first half 
of the year has been a somewhat disappointing 4 percent. Exports of 
flour to neighboring countries faced stiff competition from abroad, 
and production of apparel was down despite new inroads into the U.S. 
market. Three new U.S. and local sight assembly operations started 
during 1987 and 1988, however, so the prospect for further expansion 
of the manufacturing sector looks bright. A new industrial park 
near the international airport contains 18 new or renovated 
facilities covering nearly 180,000 feet of factory space. Survey 
work on a third industrial park has already started. 


Construction 


Construction remained a leading growth sector during the first half 
of 1988, with a 10 percent increase following 15 percent growth the 
previous 2 years. Grenadians returning or sending money home from 
abroad to invest in businesses or housing continue to account for an 
important part of the growth. There is no sign of the long-term 
phenomenon abating soon. 


Tourism 


After a disappointing 17 percent increase in the number of stayover 
arrivals in 1987, they picked up again in the first half of 1988, 
again with a 12 percent increase over the same period last year 
(1986 saw 10.5 percent increase, and 1985 a 31 percent increase). 
The number of cruise ship passengers has been rising steadily: 25.6 
percent in 1986, 11.7 percent in 1987 (or a total of 127,214), and 
8.2 percent in the first half of 1988. Visitors from the United 
States represent a growing portion of Grenada's tourists, some 26 
percent of stayover arrivals according to the latest count. There 
has been a slow but steady increase in the number of hotel/guest 
rooms. The present figure of roughly 1,000 rooms has not been 
enough to entice a U.S. airline to Grenada, although British Airways 
started a weekly direct flight from London in 1987 and is reportedly 
considering a second weekly flight. With occupancy rates generally 
low, and available aircraft space scarce, expanded air service to 
the island is considered essential to the national goal of 
developing tourism. 





Infrastructure 


Roads: International assistance, much of it from the United States, 
has helped Grenada repair of rehabilitate over 300 miles out of 700 
miles of road during the past 5 years. Most of the island's 
important commercial points are now served by these improved roads. 
By late 1989, virtually the entire periphery of the island, along 
with key feeder roads, will have been redone. 


Telephones: Through Canandian assistance and increased investment 
by Britian's Cable & Wireless Ltd. (C&W), Grenada has developed a 
thoroughly modern telephone system in the past several years. 
Direct dialing was introduced in 1987, digital microwave links are 
continuously expanding, and an upgrading of internal lines and 
equipment has been under way which should by 1989 cover the entire 
island. A merger between C&W and the local telephone company 
expected soon should lead to further investment and enhanced 
telecommunications services. 


Electricity: Under the Rural Electrification Program, electricity 
has been introduced to over 60 villages since the return to a 
democratic government, leaving close to 90 percent of Grenada 
covered by electricity. Two additional generators with 6.8 megawatt 
capacity are about to come on line, which will result in 12.5 
megawatts of capacity by early 1989, allowing a sufficient reserve 
to guard against the need for occasional load-shedding. A scheduled 
new generator purchase in mid-1989 should leave the country with 
17.5 megawatts capacity. Four recently purchased mobile generators 
will then be set aside for use in case of national emergency. 


Water: While Grenada is endowed with ample rain fall to satisfy its 
need, water shortages in late spring continue to be a problem in 
some areas. The Central Water Commission predicts the problem will 
not be repeated in 1989 because a "ground water development program" 
now under way should produce an additional 2 million gallons of 
water by the next dry season. Replacement of pipes and the building 
of new transmission lines will also relieve the shortage. 


Airports: Grenada opened a first-class international airport with a 
9,000 ft. runway in 1984. Jumbos and other large jet aircraft 
unable to use the old Pearls airport now visit the country 
regularly, but the new Point Sallines facility remains sorely 
underused. The airport is within 10 minutes of the capital, most 
major tourist hotels, and numerous unspoiled beach areas waiting to 
be developed. A second functioning airport in Grenada's Carracou 
Island services light aircraft. 


Banking 


Commercial banks increased their liquidity in the first half of 1988, 
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with an $11.2 million increase in deposits to $112 million and a 
corresponding $6.4 million increase in loans to $86.4 million 
outstanding. Growth in deposits continued to be generated by the 
private sector, largely as a result of tax deductions and political 
stability. Loans and advances to the private sector increased by 
4.6 percent from the $68.8 million outstanding at the end of 1987. 
The public sector increased its borrowing by 39 percent during the 
same period to $10.4 million outstanding. The government has 
committed itself to privatizing two of the country's three local 


banks. Barclays and Bank of Nova Scotia are the two foreign banks 
operating in Grenada. 


Budget 


The Grenadian Government continues to have difficulty bringing 
recurrent expenditure into line with recurrent revenue. Much of 
this is due to the frequent tax revisions of recent years and the 
resulting problems tax authorities have had adjusting to and 
implementing the changes. The government has also not be able to 
cut expenditures to the degree it had envisaged. Since most capital 
expenditures are tied to outside assistance, the current account has 
been the most difficult to balance. By the first half of 1988, 
little more than a third of the revenue needed to collect the 
estimated $55 million annual recurrent expenditure (including 
interest and principal payments) had been collected. The overall 
deficit by that time was approximately $10 million, or 15.4 percent 
of GDP if adjusted on an annual basis. The figure is still somewhat 
of an improvement over 1987, which saw an overall deficit (on 
capital and current accounts) of 17.2 percent of GDP. Some external 
budget assistance and higher tax revenue resulting from the March 


1988 tax revision should further reduce the deficit during the 
second half of 1988. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Trade 


The large United States merchandise trade surplus with Grenada is 
growing, significantly more than Grenada's trade deficit with the 
rest of the world. Some of this is offset by the large number of 
tourist dollars Americans spend in Grenada relative to other 
foreigners. By and large, however, Grenadians are buying more from 
the United States because domestic prosperity has improved demand 
and a favorable U.S. exchange rate has enhanced U.S. 
competitiveness. They continue to send most of their own produce to 


Europe because that is the traditional market for their agricultural 
commodities. 


Major U.S. exports to Grenada include: food and food products, 
chemical fertilizers, building materials, rubber products, paper 
products, fabrics, oils and fats, medical instruments and 
pharmaceuticals. The established pattern of buying from the United 
States, the familiarity with American products, and a common 
language are advantages which, if properly exploited, could help 
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U.S. producers maintain their impressive share in a growing 
Grenadian market. 


In addition to the principal U.S. export categories already 
mentioned, sporting goods and recreational equipment (particularly 
those related to water sports) should enjoy favorable market 
prospects. As the number of yachts and smaller pleasure boats 
visiting Grenada's few existing marinas increases, the demand for 
marine supplies and maintenance equipment continues to grow. 


A market for swimming pools, cisterns, and related pool supplies and 
services is waiting to be developed. High electricity rates could 
make application of solar panels practical for some energy needs. 
Air conditioners are relatively scarce, but expansion of the 


existing market could be developed for these and for refrigeration 
units. 


There were 11,645 vehicles (mostly Japanese) registered in Grenada 
by mid-1988, 8.8 percent more than at the end of 1987. The steady 
growth in the automobile market in recent years presents an ongoing 
opportunity for suppliers of auto parts and accessories. 


Some of the major capital spending projects for the coming year 
involve sewage and water systems, an area which should provide sales 
opportunities for markets of pipes and other equipment related to 
these types of projects. 


Investment 


Climate: A number of government actions since 1984 have helped 
attract U.S. and other foreign manufacturers, hotel developers and 
retailers. In addition to tax breaks and other investment 
incentives for specific firms, the government has reduced market 
restrictions and implemented tax reforms designed to reward private 
initiative and create a better overall environment for investors. 
Among the many investors of recent years have been four major U.S. 
pharmaceutical companies: Johnson & Johnson, SmithKline Beckman, 
Abbott Laboratories, and Scherring Plough. A bilateral Tax 
Information Exchange Agreement (TIEA) concluded in 1987 will allow 
U.S. tax exempt "936 funds" invested in the Puerto Rican banking 
system by U.S. companies to be available at below prime interest 
rates for future investments in Grenada. The TIEA will also permit 
certain business expenses incurred by U.S. businesspeople attending 
conventions in Grenada to be deducted from taxes under sections 161 
and 212 of the Internal Revenue Service Code, something which could 
help the tourist industry. Grenada also has duty-free access for a 
vast number of products to the European and U.S. markets under the 
Lome Convention and Caribbean Basin Initiative (CBI), respectively. 
There is presently no quota for Grenada's textile products. Local 
producers are now finding it profitable to use fabric made and cut 
in the United States (and thereby only pay duty on local value added 
under Section 807 of the Tariff Schedule of the United States). If 
quotas appeared likely, therefore, Grenada could take advantage of 
the CBI's "Guaranteed Access Level" program which would virtually 
permit it to export as much of these 807 textile products as it 





could produce. 


The Industrial Development Corporation (IDC) established in 1985 
provides advice and assistance to investors and makes 
recommendations to the cabinet for the granting of concessions 
involving a waiver of taxes and other legal requirements. 


Prospects: Recent U.S. corporate investment in Grenada has focused 
on textile-related and other light assembly operations, but small 
Grenadian and foreigner investors in the tourist industry have 
generally found the results rewarding so far. Grenada is widely 
considered the most beautiful island in the Caribbean. Much of its 
coastal area remains unspoiled. This, together with massive 
infrastructure improvements of the past several years, including a 
major new airport, poses a real opportunity for developers of hotels 
and tourist-related businesses. Entrepreneurs who could organize 
local production of souvenir and novelty items would also find a 
ready-made market among the legions of cruise ship visitors, many of 
whom have complained about the difficulty in finding ways to spend 
their tourist dollars. 
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Houston—2625 Fed. Courthouse, 515 Rusk 
St., 77002, (713) 229-2578 

UTAH 

Salt Lake City—Rm. 340 U.S. Courthouse, 
350 S. Main St., 84101, (801) 524-5116 
VERMONT 

Serviced by Boston District Office 
VIRGINIA 

Richmond—8010 Fed. Bldg., 400 North 8th 
St., 23240, (804) 771-2246 

WASHINGTON 

Seattle—3131 Elliott Ave., Suite 290, 98121, 
(206) 442-5616 

¢Spokane—P.O. Box 2170, 99210, (509) 
456-4557 

WEST VIRGINIA 

Charleston—3309 Fed. Bidg., 500 Quarrier 
St., 25301. (304) 347-5123 

WISCONSIN 

Milwaukee—Fed. Bldg., U.S. Courthouse, 
517 E. Wisc. Ave., 53202, (414) 291-3473 
WYOMING 

Serviced by Denver District Office 








